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SUBJECT: POSSIBLE CRAWLING PEG ARRANGEMENT FOR 
ISRAEL POUND 

1. RUMORS HAVE APPEARED RECENTLY IN ISRAELI PRESS 
ABOUT POSSIBILITY OFANOTHER DEVALUATION OR EVEN 
FLOATOF ISRAELI POUND. IN CONVERSATION WITH EMBOFFS 
THIS WEEK, SENIOR MINISTRY OF FINANCE OFFICIALS 

DENID THAT ANY CONSIDERATION IS BEING GIVEN TO ANOTHER 
DEVALUATION. THEY CONFIRMED, HOWEVER. THAT DISCUSSIONS 
HAVE TAEKN PLACE WITHIN MINISTRY ON POSSIBILITY OF QUOTE 
CRAWLING PEG UNQUOTE ARRANGMENT ALONG LINES OF 
BRAZILIAN MODEL. IDEA WOULD BE TO CHANGE VALUE OF POUND 
PERIODICALLY BYSMALL AMOUNTS RATHER THAN BE FORCED INTO 
MAJOR DEVALUATION EVERY FEW YEARS AS IN PAST. SOURCES 
STRESSED THATTHESE DISCUSSIONS ARE VERY MUCH IN PRE- 
LIMINARY STAGE AND NO EARLY DECISION IS ANTICIAPTED. 

2. COMMENT: BLACK MARKET RATE FOR POUND HAS 
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RUMORS ESPICALLY ON WESTBAK. ON OTHERHAND, RATE FOR 
NATAD DOLLAR DEPOSITS, WHICH IS BETTER INDICATOR, IS 
HOVERING ATONLY IL 6.03. WE NEVERTHELESS RELIEVE 
IT LIKELY THAT AT SOME POINT ISRAEL WILL MOVE TO MORE 
FLEXIABLE EXCHANGE SYSTEM. DETERRENT SO FAR HAS, OF COURSE, 
BEEN FEAR OF TAKING SUCH A JUMP INTO UNKNOWN DURING 
PERIOD OF ECONOMIC UNCERTAINTIES, HIGH INFLATION AND HUGE 
CURRENT ACCOUNT DEFICITS (FLOWING IN PART FROM ESSENTIAL 
IMPORTS). A PROBLEM WITHCRAWLING PEG IS ENSHRINED COST- 
OF-LIVING ALLOWANCE SYSTEM IN ISRAELfBRAZILIANS REPORTEDLY 
CAN EXCLUDE WAGES FROM LINKAGE). POUND WOUL BE ALMOST 
CERTAIN TO DEVALUE SUBSTANTIALLY IF 
FLOATED, AND THUS RESULT IN SHARP INCREASE IN IMPORT 
PRICES AND REDUCTION IN LIVING STANDARDS. THUS, WE BELIEVE 
CRAWLING PEG TYPE ARRANGEMENT IS MORE LIKELY. BUT BECAUSE 
DECISION WILL BE VERY DIFFICULT, IT WILL PROBABLY BE PUT 
OFF WITH HOPE THAT THEREWILL BE NO FURTHER DETERIORATION 
IN ISREL'S EXTERNAL POSITION. 

3. INTERESTINGLY, WE UNDERSTAND GOI HAS DECIDED IN PRINCIPLE 
TO APPLY DURING PRESENT FISCAL YEAR (WHICH BEGAN ON APRIL 1) 
A QUOTE CREEPING EXPORT INCENTIVE UNQUOTE. THIS IS AN 
EXTRA EXPORT BONUS OF FOUR ARAROT PER DOLLAR OF 
EXPORTS EACH MONTH, WHICH WILL INCREASE REGULAR EXPORT 
PREMIMUM BY SOME FIVE PERCENT OVER PERIOD OF YEAR. 
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